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This review is intended primarily for internal circulation, end
should in no case be cited or quoted. It consists of personal

and informal contributions by the authors, which in many cases

ropresent very tentative anelyses of the subjects considered,

FISCAL POLICY AND INCENTIVES IN GREAT BRITAIN Robert A, Rennie

The greater degree of austerity which Prime Minister Attleo's
economic program will impose upon Great Britein reises new problems of incen=
tives., After eight years of sacrifices, the people have egain been asked to
producs more and to consume less, Patriotic motivation scarcely can be as
compelling now as during the war, and the physical and emotional fatigue is
more intense, In these circumstances, the high money wages end the eccumulae~-
tion of war savings not only tend to conceal from the people the gravity of
the national problem but elso act as deterrents to greater effort,

The British economy is characterized by a condition of "suppressed
inflation", which has best been described by the expression "£7 billion of
money chesing after £6 billion worth of goods", Throughout the war, there
was a mergin between the wages of a British leborer and the value of the
goods he could buy in the controlled merket, The inflationary gap resulted
from the allotment of aspproximately 50 per cent of current production to war
use. In a free economy, this gap would have tended to disappeer as the com-
petitive bidding for scarce goods raised prices, but in the United Kingdom
price controls and rationing together with government subsidies prevented
commodity prices from climbing,

The result is, of course, accumulation of more or less involuntary
savings. As long as the war continued the sacrifice involved was readily
accepted as a patriotic duty, At present, however, it is possible to induce
the public in Great Britein to continue to work in return for promises of
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deferred consumption only as long as they are reasonably certain those
promises will be kept, Many holders of eccumulated savings, far from desiring
to add to their stock of liquid assets, wish to spend them for consumption
goods at the earliest opportunity.

Morcover, as savings accumulate, the individual will equate the
diminishing merginal utility of further saving with the marginel disutility
of lebor effort, The result will be a weeskening in the incentive to work,

In tho absence of strong compulsions, there will be a gradual withdrowel of
marginal workers from the merket amd & decline of merginal labor effort in
the form of overtime., Since current income is adequate to buy availeble
rationed goods end since the stock of savings is sufficient to provide for
foreseeable emergencies, the small increase in earnings ettaineble through
overtime work or through employment in the essential but less agreenble coal
end engineering industries provide inadequeate incentive for additional effort
or & stift in employment. The high level of ebsenteeism in the coal industry
can be expleined partly in these general terms,

Very limited success hes been atteined by the Government's recent
drive to induce the public to increase its saving, The Netionel Savings
Movement, which is designed to stimulete investment in savings certificates
and defense bonds and to foster the growth of sevings deposits, has produced
a net total of only £55.4 million in the first 17 weeks of the current fiscal
year, vhereas the terget rate for that period was £119 million, Although
there is an increasing tendency to hold cash, there has also been & rise in
purcheses of unrationed goods not subject to price control, Food end tobacco
prices rose 4.7 per cent in the second gquerter of 1947,~-the principal increases
being reflected in the uncontrolled sectors, The increase in the propensity
to spend hes also appeared in the substantial rise in vacation expenditures
this ycer.

The excessive pressure to spend liquid assets aggravates directly the
balencs of peyments problem by exerting a continuous demand for ler ger imports,
Tts results were clearly reflected in the rise in tobecco purchases end film
remittances during 1946, Yet, as Chancellor Dalton admitted in his speech of
August 7, any direct measures to restrict imports or to expand exports would
inercase the total purchesing power as compared with the total goods svailable
in the home market. Thus additional controls in the home merket would be
needed lest inflationary pressures be intensified,

There are other disadvantages arising from the excess of purchasing
power over the tntal of goods avaeilable in a controlled economy, Professor
J., R, Hicks haS'revealedl/how demond pressing on supply tends to deplete the
economy of its reserve stocks of goods and raw meterials, In a system of
price-fixing without strict rationing of demand, nothing prevents the ex-
haustion of inventories end the supply pipelines, Such an "empty" economy is
particularly subject to accidents suoh as the cosl erisip the rppercussions of
which ramify throughout the system and virtually bring all industry to an
ebrupt halt. This condition enhances the bargaining power of special groups
such es lebor in particular industries, but inevitably results in low pro=-
ductivity and a low standard of living for the publiec in general,

1/ Hicks, John R., "The Empty Economy", Lloyds Benk Review, July 1947, pp.
1-13. Cf. also Hawtrey, R. G., Economic Destiny, pp. 246-7,
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Various measures could be taken to check the excess demand, sever-
al of which were touched upon in Mr. Dalton's address. There could be a
change in budgetary policy designed to increase the revenue surplus either
by increased taxation or by reduced expenditures. At the present time, tax
revenuzs only slightly exceed the expenditures arising from govermment
sources. Chanccllor Dalton reported that, abstracting verious debatable
items, therc was a net surplus of £21 million in the ordinary government
accounts in the first four months of the current fiscal ycar. Such a
surplus can be considered negligible as a means of reducing inflationary
pressures.

In the present circumstances, however, it would be very difficult
to increase the surplus. British taxes arc alrcady at levels which produce
serious adverse effccts upon incentives. The income tax rate is more than
twice as high as that imposed in the United Stetes on incomes up to $5,000,
On the othcr hand, it does not appear possible to reduce cxpenditures sub-
stantially. As & result, adjustments of the budget in the narrower sense
are nct likely to provide an adequate solution to the problem of surplus
purchasing power.

To relicve the inflationary pressures, the Government can resort
to broader fiscal measurcs. It has frequently been pointed out in Great
Britain that the Govermment's program of capitel development such as building
and plant modernization was too ambitious in the light of what could be af-
forded. Expenditures for cepital reconstruction not only pump additional
purchasing power into the cconomy, but use scarce materials and manpower
urgently needed for the production of export commodities. Chancellor Dalton
has promised to revisc the time schedule of capital undertakings in order ‘o
give higher priorities to such industries as cozl and agriculture. To imple-
ment —his shift in resources, annucl timber imports have been cut by £10
million. As desirable as capital development projcects moy be in the long
run, it was a case of attempting too much too soon.

Leading economists outside official circles have called for a
temporary abandonment of the official "cheap money" low intercst rate policy.
While recognizing the long-term advantages of the Government's position, they
have indicated that higher rates would reduce the guantity of funds currently
available for spending on capital account. In addition, it would tend to
increase the proportion of capital financed by the banks, which could then
oxert u greater measure of qualitative control.

In his speech of August 7, the Chancellor of the Exchequer also
called for an intensification of the National Savings Campaign to mop up
some of the surplus earnings. The success of this policy will depend upon
the Govermnment's ability to rcéngender the wartime spirit of sacrifice among
all sectors of the nation.

More drastic methods to extinguish the redundant money have been
advar.ced by Mr. R. G. Hawtrey and Professor J. R. Hicks. Mr. Hawtrey would
assess forced loans directly on & given proportion of tho bonk deposits,
currcney, and other liquid assets hcld by the public. Professor Hicks'
propcsal is very similar, except that the compulsory loan would be assessed
on all capital assets. Such general application of the forced loan would



-4 - CONFIDENTIAL

raise serious problems of valuctinn not present in the Hawtrey proposal.,
Both plans would force the abandormment of the Govermment's cheap money

policy in order t» prevent the replacement of frozen liquid asscts by new
bonk credit.

The wholesale deflation envisaged by these plans might be very
difficilt to manage, If carried too far, anti-inflationary measures could
produc: unemployment in the midst of a scarcity of goods. Furthermore, the
recent experience of other countries indicates that forced loans may have
widely varying incidence upon different groups within the economy. If
adopted in the United Kingdom, it might be advisable to apply such restriction
in gradual stages, for no simple criterion can be relied upon to guide fiscal
and credit policy.

But strong anti-inflationary policy is imperative. Inflationary
pressures have become & major deterrent to production. Increase in output
is necessary not only to provide the goods from which larger exports can be
drawn, but also to replace the imports the country no longer can afford.
Without such policies, it is doubtful if Britain can attain equilibrium in
its international position at a sustained level of income for its population,

AUSTRIA'S COAL IMPORIS -- A CASE STUDY IN POSTWAR
INTERNATIONAL ECONOMIC ARRANGEUENTS J. Herbert Furth

Austrian industry is based upon imported coal. In 1937, coal
imports amounted to 3.3 million metric tons; that year's level of economic
activity did not create full employment but may be considered a satisfactory
goal for the immediate postwar period. Imported coal furnished 32 per cent
of all caloric energy, the remainder being supplied by water power (30 per
cent). domestically produced coal (21 per cent), wood (13 per cent), and oil
products (4 per cent). The mein sources of supply were Czechoslovakia (43
per cent of all imports), Poland (26 per cent), Germany (24 per cent), and
Hungary (4 per cent). Imports arc particularly significant for Austria be-
cause domestic mines produce almost exclusively brown coal so that the hard
coal {§peinkohle)'and coking coal has to be shipped from abroad.,

In 1946, Austria produced domestically 1.55 million tons of hard
coal equivalentl/and imported 2.25 million. In the first five months of
1947, domestic production rose to an anmual rate of 1.85 million tons (85
per cent of the 1937 level), but imports dropped to an annual rate of 1.95
million (less than 60 per cent of 1937). This decline was the main rcason
for tne setback in the rchabilitation of Austria in the spring of 1947. For
technical reasons, domestic coal production cannot be expected to rise sub-
stantially above the present level. Austria's water power is capable of

1/ In this paper, the hard coal cquivalent of brown coal is computed at 1 ton
of brown coal equal to 0.6 ton of hard coal, corresponding to the ratio of
4,200 calories per ton of brown coal to 7,000 calories per ton of hard
coal (Austrian Institute for Economic Research: Energy Basis of the
Austrian Economy, Vienne, 1946, p. 4). This ratio differs from that used
in othor statistics which for simplicity's sake often take 1 ton of brown
coal as cqual te 0.5 ton of hard coal.
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great expansion, but the necessary investments are costly and will yield an
increased output only after some time. The supply of wood is strictly
limited by the condition of Austria's war-depleted forcsts. Domestic oil
supplics have been greatly developed, but the Soviet occupation authorities
that control them at present, allocate only 40 per cent of the output to
Austrian consumption,

Austria's prospects of more rapid rccovery thus depend upon an
increase in coal imports. BEurope suffers from a general coal famine, mainly
becausz of the decline in the production of the German and British mines.
Until recently, Austria could offecr to coal-exporting countries neither
important commodities nor free forcign exchange, and thus it received hardly
any coal except for shipments from the Ruhr mines, payment for which was de-
ferred by the U.K. occupation authoritics in Germany. In Junc 1947, however,
the situction was changed considerably, thanks mainly to the assistance
granted to Austria under the post-UNRRA relief progrem of the United States,
and to a series of multilateral trade arrangements negotiated by the Austrian
authorities. The coal program for the third quarter of 1947, made possible
by thesc arrangements, is summarized in the following table.

Austriats Coal Imports, Third Cuarter 1947
(Hard coal cquivalent, monthly average)

Source Amount Average price Totel value Mcthod of payment
(Thousands of (Dollars ( Thousands
metric tons) per ton) of dollars)

U.K. zone of ,

Germany 150 11 1,650 About 40,000 tons
by compensation
with power ex-
ports, remainder
in cdollars.

Poland 95 17 1,615 20,000 tons by
gxports, 20,000
tons by agree-
ment with Sweden,
rcmainder in

dollars.
United States 30 25 750 In dollars.
Czechoslovakia 10 24 240 By agreement
: with Italy.

Hungary and
Yugoslavia ] 17 170 By exports.
Total 295 15 4,425
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Minimum coal imports needed by the Austrian cconomy have been
calculated at 3.18 million tons of hard coul cquivalent per yearl/or
265,000 tons per month. This is somewhat less than the 1937 level of
imports, but 60 per cent higher than the average imports during the first
five months of 1947.

About 150,000 tons per month are shipped to Austria from the U.K.
zone of Germany.g/ These shipments require a monthly expenditure of $1.65
million,z/of which about $450,000 is covered by Austrian exports of clectric
power to Germany and the remainder of $1.2 million has to be paid in dollars.
These cocl deliveries are slightly below the 1946 average, but almost 30 per
cent higher than the average shipments in the first five months of 1947.

The deliveries are expected to be increased by 15,000 tons per
month under an sgreement that has been under discussion for some time. That
additional quantity would have to be shipped to the fertilizer plant at Linz
(Upper Austria), in exchange for fertilizer to be supplied by thet plant to
the U.S.-U.K. zones of Germany. The agrecment has been delayed by some
difference of opinion as to the form in which payment should be made for
that portion of the fertilizer shipments which would not be covered by the
delivery of coal.

About 95,000 tons per month come from Poland, which now includes
the fcrmer German coal mines of Upper Silesia. Under a trade agreement of
June %, 1947, Poland ships to Austria 50,000 tons at an average price of $17
per tcn, whereby 20,000 tons are to be compensated for by Austrian exports
(mainly iron goods and machinery), and 30,000 tcns have to be paid for in
dollars (total cost: $510,000). In addition, in the five months from Mey
through September 1947, Austria is recciving on average of 20,000 tons per
month under an agrecment concluded by Austria with Sweden and by Sweden with
Poland. The coal is going to the blast furnace at Linz and is being used for
making pig iron, rolled wire, iron sheets, and steel plates for Sweden. Pay-
ment is made directly from Sweden tn Poland. Finally, Austria counts upon
receiving enother 25,000 tons per month from Poland to be paid for in dollars
(total. costs $425,000), Poland being eager to sell its coal for frec foreign
exchange. Polish coal deliveries averaged only 13,000 tons per month in
1946, and 82,500 tons in the first five months of 1947.

The United States is scheduled to become the third important
source of coal although Amarican coal normally would not be able to compcte
in Europe with European cozl. Austria has been allocated 2 quota of 30,000
tons per month, reportedly at the price of $25 per ton (total cost: $750,000).
No American cozl was sent to Austria in 1946 or the first five months of 1947,

1/ Excluding about 150,000 tons needed for transit traffic and supplied to
the Austrian railroads by agreemcnts with coal-producing neighbors.

2/ The allotment includes around 130,000 tons of hard coal and 45,000 tons
of hard coal equivalent in the form of brown coal briguets; of the total
of about 175,000 tons, around 25,000 tons are carmarked for the use of
th2 occupatinon forces in Austria.

2/ Assuming that the thrcatened rise in the price of Ruhr coal from $11 to
$17 per ton does not materialize. All prices are c.i.f. Austrian border.
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Czechoslovakia is to ship around 10,000 tons of coke per month
under an agreement concluded in July 1947 among fAustria, Italy, and Czecho-
slovakia. The coke is to go to the blast furnace at Donawitz (Styria), and
to be used for making steel for ship construction for Italy. Payment is to
be made directly from Italy to Czechoslovakia, at a reported price of $24
per tor. This arrangement is similar to the agreement between Austria,
Swedén, and Poland. Austria also is said to be negotiating for 5,000 tons
of harel coal equivalent from Czechoslovakia on a bilateral basis.

Other coal shipments totaling a hard coal equivalent of 10,000
tons per month are covered by trade agreements with Hungary and Yugosleavia,
Such a cuantity would be about equal to prewar imports from thesc sources;
it would be larger than the 1946 cverage, but somewhat smaller then the
average in the first five months of 1947. In terms of hard cozl equivalents,
the average price appears to be about the samc as that of Polish cozl although
the quality is said to be poorcr.

Lustria has been offered shipment of a total of 100,000 tons of
hard coal equivelent in the form of brown coal briguets by the Sovict Union,
to be delivcered from German coal mines located in the USSR zone. The price
is so high, however (about $25 per ton of hard coal equivalent), as to make
the zcaeptance of the offer very doubtful.

Disregarding the hoped-for increascs in German and Czechoslovek
shipmeats and the Soviet offer, monthly coal imports thus will total 295,000
tons. This scems to be 30,000 tons morc than the calculated minimum needs;
actually, however, the cxcess is far smaller gince the calculated minimum does
not include the cucntitics that must be used for the trilateral deals with
Sweden-Polend (20,000 tons) and Itcly-Czechoslovakia (10,000 tons).

About 100,000 tons per month are to be financed from exports of
clectric power or commodities, cither bilatcrally or trilaterally. The re-
meining 195,000 tons have to-be paid for in frce foreign exchange, at a total
cost of $2,875,000 per month. For thc second semester of 1947, the amount
required thus would rcach around $17,250,000., Austria will pay $11.3 million
out of its share in the post-UNRRA relief program of the United States, and
the remainder out of the refund of the occupation costs of the U.S. forces
in Austria, which is expected to exceed $1 million per month.

The peculiarities of the postwar situation appear not only in the
complicated arrangements needed to secure the financing of the imports, but
also in the wide discrepancies in price. Some of these discrepancies are
due to differences in quality, but a gap like that between $11 per ton for
Ruhr coal and $25 per ton for American coal shows a serious deterioration in
the working of the international price mechanism. The situation is far worse
than even during the 'thirties when, despite widespread government interference
with the forces of a free market, a price differential of eround %1 per ton
sufficed, for instance, to exclude the Ruhr in favor of Czechoslovakia and
Silesia from the Austrian coal market.

For the remainder of the current year, the coal worries of Austria
appear to be over. This optimism has to be qualified insofar as Austria's
ability to fulfill its obligations under the bi- and tri-lateral trade
arrangements might not be beyond doubt. Thesc arrangements (excluding the
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export of clectric power to Germany) make necessoary monthly deliveries aver-
aging about $1.1 million, or about one-third of the average volume of all
Austrian exports in the first quarter of 1947. Since the most important
enterpriscs engaged in these cxport deals, however, arc located in the
Westerr. zones of Austria, there will bc at least no politicel interfercnce
with the exccution of the contracts.,

The problem of continuing the import progrem through 1948 is more
serious. The trilateral arrangements with Sweden-Poland and Italy-Czecho-
slovakia expire in September and December 1947, respectively, and the trade
agreement with Poland expires in July 1948. Moreover, by that time the U.S.
grant will bc exhausted. It is possible, however, that by 1948 the coal
progrem will have stimulated Austria's industrial production and export trade
so successfully that Austria will be able to pay for its coal imports ex-
clusively by means of its current foreign exchange earnings. '

As a stop-gep arrangement, the conclusion of the cozl negotiations
was in any case a remarkable achievement. The integretion of the foreign
trade of Austria, Sweden, Italy, Poland, and Czechoslovakia with the aid
granted %0 Austria by the United States is a decisive departure from the bi-
latera.. pattern that still rules European trade rclations. The fact that
two of the nations involved are outside of the group of "Marshall countries',
shows hoth the need for, and the possibility of, extending economic cooper-
ation <o that part of Europe that is not yet ready for political colleboration
with the West.

TRADE AND CREDIT ARRANCEMENTS BETWEEN
THE "MARSHALL PLLN COUNTRIES! 4. 0. Hirschman and M. J. Roberts

In general, the trade of European countries is conducted within
the framework of bilateral payments or clearing agreements. Meny of these
agreemznts provide for the opening of reciprocel credits which generally
teke the form of holding the trading partner's currency up to certain limits.
These credits meke possible deperture of trade (and other current payments)
from strict bilateral balancing. In addition, certain of the "Marshall Plan
countries” have extended unilateral credits to other countries of the group
for financing trade balances. It is the purpose of this paper to give a
rough indication of the over-all role these credits have pleyed in finaoncing
bilateral trade deficits among the "Marshall Plan countries.!

Wrile the available dgta on trade eonducted by these countries in
1946 arec subjcct to scrious margins of error,lyinformatiun on credits ex-
tended within or outside »f payments zgreements is still more uncertain.

Even if precise and up-to-date information were available a comparison of the
credits with the data on trade would encounter the following difficulties:

1. The credit arrangements usually are not made at the heginning
of the year and their duration differs widely. Data on utilizations are not
always available,

1/ See thic Review, August 12, 1947.
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2. The credits should he compared to the balance on current ac-
count (i.e., including current invisible items) rather then to the trade
balance only.

3. In the case of the United kingdom, credits extended generally
were available for covering balances with the sterling arce as a whole, so
that the combined trade of the sterling arca countries should be taken into
account. Similarly, credits granted by and to France and other colonial
powers rclated to transactions with the respectlve currency arcas.

In this attempt at comparing the trade and credit figures, the
following procedurc hes been followed:

1. In gencral, only credits that wcre granted between Qctober 1,
1945, and Scptember 30, 1946, were teken into account.

2. TWhenover it appearcd that the credit margin wes higher than
the tredc balance or whenever there was provision for limitlcss holdings of
the currency of the trading partner, it was assumcd that the trade balance
was fully covered by credit facilities.,

Special difficulties were encountered in collccting and assessing
the information on the credit arrangemcnts made by the United Kingdom and
for this rcason as well as beczuse of the great quantitative importance of
British trade, the trade of thc group is presented both with and without
the United Kingdom.

In anelyzing the statisticel data, it wes found that a misleading
figurc would be obtained by simply comparing thc sum of mutual crcdits to the
sum o7 bilateral trade balsznces. We are indced in the prescnce of a distinetly
U-shaped distribution; i.e., there arc many bilateral relationships where no
provision for credit cexisted at &ll, many othcr bilateral rclationships wherc
the provision for credits entirely covered the trode balance, and only a few
rclationships where there was some, but insufficient coverage. For this
reason the information prescnted in the following tabulation is crranged ac-
cording to the degroc of coverage of the trade bolances by credit facilities.
The informetion pertains to 13 countries including the Unitcd Kingdom, i.Cay
to all the "Marshall Plan countrics®, excluding only Eire ond Icoland.,t

The main feature brought out by the table is the utter lack of
uniformity of the cxisting credit arrangements with respect to the coverage
of thz trade balances. The three categorics of trade relationships shown
are qaite distinct. Each will be commented on briefly.

Trede between approximately helf of the possible combinations of
pairs of countrics proceeded apparently without any credit facilities. True,
this corrcsponded to a flow of only 20 to 25 per ccnt of totel trade, but it
may wsll be that this trade could have been materially expanded had credit
margins been availabhle.

1/ Trade with Germany hes becn excluded.
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Trade and Credit Arrangements between the
Marshall Plan Countries" in 1946

Trade Balances

Coverage of g:??ir %f Total of which
Trade Bolance Tradigé Trade | Total | covered by
by Credits Countriesé credits

(In millions of dollars)

Including the United Kingdom

None 39 770 185 0
Particl 13 1,641 126 348
Pll 26 1,434 210 210

78 3,845 | 1,121 558

Excluding the United Kingdom

None 35 453 116 0
Partial 8 503 141 73
ALl 23 | 1,081 | 160 160

66 2,037 417 233

a/ The number of combinations of two elements from a total
of 13 or 12 amounts to 78 and 66, respectively.

One-third of the possible combinations of pairs of countries had
their trade balances fully covered by credit arrangements. Trade between
these countries amounted to about 37 per cent of total trade including the
United Kingdom, and to 53 per cent excluding the United Kingdom. On the
whole, the trade of these countries appeared to be remarkably well balanced,
total export or import surpluses amounting to only about 15 per cent of total
trade., which is much lower than the corresponding percentages for the two
other groups. It may seem paradexical that the trade of the countries with
the most generous credit margins should turn out to be the relatively best
balanced. Could it be that it was precisely the ample availability of credit
that produced a growth of trade which, in the end, led to greater balance
than all the determined efforts at bilateral balance?

Finally, there are the countries the mutual trade of which shows
an imoelance that is only partly covercd by credit facilities. The nunber
of trading pairs for which this is the case is cuite small, but their trade,
including the United Kingdom, amounts to almost 50 per cent of total trade.
The United Kingdom accounts for the largest part of this trade, so that,
when the United Kingdom is excluded from the group, the proportion of this
type of trade in total trade falls to 25 per cent. The trade balances appear
to be covered by credit facilities to the cxtent of 48 per cent when the
United Kingdom is included, and to 52 per cent in the opposite casc.
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Altogether, $563 million worth of net balances appear not to have
been covered by credit facilities in 1946. Excluding the United Kingdom,
this figure is drasticelly rcduced to $184 million. Insofar as these un-
covered balances were not reduced by current invisible transactions, they
can be presumed to have leds

1. to transfers of gold and foreign exchange or to
pressure for such transfers on the part of the
net exporting countrics;

2. to pressure for increased crcdit facilities on the
part of the net importing countries; and

3. to attempts at adjustment——morc likely downward--of
the flow of trade to the existing credit margins.

INCENTIVES FCR CERMAN EXPORTERS J.H.F,

The low level of German commercial exports has becn a constant
source of worry to the occupation authorities since it makes 1t impossible
to increase imports except by means of grants or credits. Following similar
mcasurcs adooted by the Soviet zone administration, the Joint Export-Import
Agency of the combined U.S.-U.L. zoncs now has decided to make available to
exportcrs 5 per cent of the foreign exchange resulting from export deliveries.
Exporters can use that amount for importing raw metcrials or capital goods
(in addition to thosec allocated to them by the cuthoritics) or for defroying
the cost of maintaining foreign represcntatives and promoting sales abroad.
The amount reverts to the Agency unlcss it is spent within six months after
it has become available. In addition, another 5 per cent of the foreign ex-
change procceds is allocated to a '"genercl account" which is to be used under
the direction of the German bizonal administration for importing consumer
goods for workers engaged in thc production of export goods, thus giving
them a personal incentive to increase output.

_ For the time being, the sums available to German exporters will be
smell, In July 1947, commercial cxport contracts amounted to $16 million,
not counting sales of coal, timber, and services, which are not negotiated

by private enterorises, On an annual rate, the sum ot the disposal of German
exporters thus would bc less than $10 million. If, however, the volume of
exports should rise to the amount planned under the bizonal agreement of 1946,
the sum would reach eventually the neighborhood of $50 million annually. In
that case, exportcrs would be able to excrt considerable influcnce upon the
development of the Gemman cconomy.

Tneentives of this kind are a corollary of the Germen system of
price and foreign exchange control. Export prices arc not permitted to ex-
cced domestic priccs in terms of marks, and even if they did, such differ-
cntiols would be of little interest to producers because of the limited
opportunities to spend, and the low propensity to hold, additional amounts
of marks. The ineentive is economical because presumcbly exporters know
better than the control suthorities whot raw materials and capitel goods




-12 - CONFIDENTIAL

their plants nced most urgently. It presents opportunities for abuse, how-
ever, by permitting the use of foreign exchange to cover selling costs abroad.
Exporters may negotiate collusive agreements with their foreign agents under
which the foreigners, while officially being paid for alleged selling efforts,
actually hold foreign exchange for the Germans. Exporters thus could accumu-
late foreign assets not subject to the control of the occupation authorities.
This would enable them to evade in part the consequences of the expected
radical currency reform and capital levy, and also would rcduce the amount

of foreign cxchange available for necessary imports.

The bizonal authoritiecs will have to take strong mcasures to pro-
vent cxporters from making such arrangements, end thecse measures in turn mey
complicate rather than simplify foreign trading procedures. It is intended
to leave the details of regulation and cxecution to the German cconomic
administration of thc combined zones. This dccision, justified on grounds
of general policy and administrative expediency, will make necessary a double
system of controls, namcly, the control of exporters by the German adninis-
traticn and the equally important and difficult control of the Germen admin-
istration by the occupation authorities. Such complications, however, are
unavoidable in the orgenization of an eccnomy under fereign occupation,
especially if some freedom of enterprise is to be injected inte an es-
senticlly govermment-dominated system.

ECONOMIC AND FINANCTAL DEVELCPMENTS IN BULGARTA C. B. Rose, Jr.

A Two Year Plan went into effect in Bulgaria on April 1, 1947.
Its announced purposc is to expand the industrial and agricultural pro-
duction of the country beyond prewar levels, and to raisc the standard of
living of the populction. Certein aspects of the current Bulgarian financial
and economic position are favorable to the achievement, of this goal; other
circumstances exist which raise doubts that the Planl/can be carried through,
especi.ally in the short space of two years.

Although Bulgaria experienced relatively little material war
damage, shortages of consumer goods developed in consequence of the country's
separation from normal sources of supply 2nd the drain of mceting Germany's
necds, The condition was aggravated after the war as & result of the depra-
dations of the occupation army and continued isolation from world markets.
Moreover, the food situation has become difficult following two years of
drought. Normally a grain exporter, Bulgaria has been forced to import
cercals as well as other foodstuffs. The price level has risen markedly
although inflation to the extent which overtonk some of the other countries
of Soitheastern Eurcpe has been avoided. Indexes of industrial production
indicote that although output remezined far below prewar levels in some lines,
the cwmbined index averaged 15 per cent above 1939 in 1946. Total output,
including agricultural as well as industrial, was only 86 per cent of 1939.
The rzal income of the population, always among the lowest of Europe, has
fallea in recent years. A smell increese in 1946 compared with 1945 was not
cnough to 1ift it to prewar levels,

1/ A subsequent article in the Review will deal with the Plan.
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Ne.tional Income

Not only is the absolute level of Bulgarian national income low,
but its distribution among the various elements of the populetion is very
uneven, Recently published studies}?place the total for 1946 (in current
prices, at 334 billion leva. Recl national income for that year, in 1939
prices, is given os 50.1 billion leva, or $440 million at the 1939 exchange
rote (including the official premium). This amounted, in per capita terms,
to $62.90 a year. Although approximately €0 per cent of the population arc
classed as rural, according to A. Kemilev this group received only 50 per
cent of the totael real nationel income, about half of which was in kind.

For a major part of the population, then, income is barely sufficient to
sustain minimum existence. This limits the tax hase and leaves little scope
for the State to draw off funds with which to finance a major capital invest-
ment program such «s has been inaugurated. Kemilev, in the article referred
to above, discussing this point, concludes: "The increase in the receipts

of the State /in relation to national incomeg/ indicetes that the limit of
tolerable taxation has been reached and that new possibilities for a sub-
stanticl increcse do not exist.! '

Public Finonce and Money in Circulation

Little is known about the true budgetary position of the Bulgarian
Goverrnrient. Although both reccipts and expenditures of the State are re-
ported to have fallen in 1946 as compared with 1945, they were still-—in
nominal terms--substantially above prewar. No details are available »nn
expenditures, but they totaled 75.4 billion leva, exceeding rcvenues by
6.8 billion. These figures are given as covering both ordinary and extra-
ordinary budgets but not the accounts of the State railrocads and port acmin-
istration which ended the year with a small surplus.

During 1946, there was an increase of 6.0 billion leva in the out-
standing volume of 3 per cent Treasury notes used as legal tender. The
vclume of bank notes outstending, however, daclined slightly as did total
" current zccounts with the Bulgarian National Bonk. The monthly average
volume of money in circulation (Treasury certificotes, bank notes, and coins)
in 1945 was almost 16 times &s much as the average in 1939. The pressure
exerted upon prices by the swollen means of payment in the hands of the public
was ons of the factors behind a monetary reform undertaken in March 1947.

At that time, as part of the preparatory work for the Two Year
Plan, an exchange of currency was executed., Only a small amount of the sums
surrcndercd were exchanged in cash, the balance being put into blocked ac-
counts. When these were released, on April 1, a limit was put on the amount
of cash which any femily might hold (40,000 leva) and the use of cash payments
above 5,000 leva was prohibited. This not only made it easier for the State

;/ "General Data on the National Income of Bulgaria for the period 1939-46",
Monthly Bulletin of the Central Statistical O0ffice, Nos. 2-3, February-
March 1947; this revises figures given by Assen Kemilev, "Natsionalniiat
Dokhod na Bilgaria" (National Income of Bulgaria), Narodno Stopanstvo,
Vol., I, No. 1, November 1946, which also gave greater detail.
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to mobilize bank resources to carry out the Plan, but facilitated the appli-
cation of & capital levy upon nearly all forms of wealth. Collcetions are
being made in six instellments, the last one being due in November 1949.

The segment of thc population which the capital levy will recch is
limited. Possibilities of an increasec in rencral tax receipts aborve the
1946 level (a year in which poor harvests adversely affected incomes and
consequently govermment revenues, particularly from indirect taxaticn) are
restricted by the considerations pointed out above,

Frices

Prices rose markedly during the war years to a level substanticlly
above that of 1939, Since 1945, the rate of increase has tapered off socme-
what, althouch the advance was rclatively greater in 1945 than that of money
in circulation. The cost of living rose less rapidly than wages. This, how-
ever, should not be taken as an indication of an improvement in the position
of the urban consumer since the existence of a luarge black market is admitted,
and it is probebly true that many needs can be satisfied neither in merkets
where official prices preveil nor in the black market.

Available informatinn on weges, moreover, covers industrial workers
only. The income of salaried employces, cespeccially civil servants, appears
to have lagged behind the rise in prices which has been substantial enough
seriously to affect the position of people living on fixed incomes and on
savings. Disequilibria are evident in numerous sectors of the economy.

Thus the formation of working cepital has not kept pace with increascs in
raw material prices, and depreciation rescrves are insufficient to replace
inventorics. There is maledjustment betwecn the rcceipts from the sale of
agricultural products and the net revenues of the farmmers which deters the
peasant from exploiting his full productive capacity. In some cases there is
& discrepancy between prices and costs. Elimination of these strains must be
accomplished before any price stabilization can be undertaken, L

Foreign Trade

The cecreased purchasing power of the lev has not been reflected
in corresponding changes in officiel forcign exchange rates. In consequence,
Bulgarian goods arc handicapped in competition in world markets. Even in
1939, it was considered that the lev was overvalued in terms of foreign
curreaciecs despite the 35 per cent official premium then in existence. At
the end of 1946, the index of export goods reached 861 (1939 = 100) while
the mte of exchange for the dollar, for exemple, had risen only 160 per
cent since 1939.2/

1/ Lssen Kemilev: "osnovite na Stopanskia Dvygcdeshen Plan" (The Bases of
ths Two Year Plan), Narodno Stopanstvo, Vol. I, No. 4, February 1947,

g/ Thz official buying rate of the Bulgarion Notional Bank is $1 = 285 lewa,
or o premium of 250 per cent over the prewar rote (including premium) of
113 leva = $1.
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This situation is reflected in the 1946 figures for Bulgarian ex-
ports, shown in the table below. The substantial increase in value is due
solely to the rise in prices, while the volume of exports was only 43 per
cent of prewar in 1945 and declined further in 1946 to one-third of 1939.

The low level of exports was chiefly the result of the drought. While the
volume of imports is also greatly below prewar, it showed a considerable
recovery in 1946, Imports are vitally necessary to the reconstruction and
expansion of the Bulgarian economy, but in the absence of a substantial in-
crezase in exports, the country's ability to pay for them will be greatly
limited since other balance of payments items are of minor consequence. In
the first four months of 1947, imports of 5,476 million leva exceceded exports
by 429 million leva. Although it is too early for complete information on
harvest results, it appears likely thet Bulgeria will have to continue to
import grain in the coming year. Equally serious is the likelihood that
only limited cuentities of agriculturzl produce will be available for export,

Foreign Trade

1939 1945 1946
Imports
In million leva 5,197.2 5,820.0 17,514.0
In per cent, 1939 = 100:
Value 100.0 112.0 337.0
Volumed/ 100.0 19.1 58.5
Price c.i.f. frontier 100.0 545.4 576.8
Quantity (tonnage) 100.0 43,6 123.3
Exports
In million leve 6,064,.8 12,232.8 14,942.0
In per cent, 1939 = 100:
Value 100.0 201.6 246.4
Tolune®/ 100.0 43.2 33.5
Price f.o.b. frontier 100.0 472.9 735.2
Quantity (tonnage) 100.0 34.6 25.4

a/ At constant prices.

Since the war, an overwhelming proportion of Bulgaria's foreign
trade has been with Russia. In 1945, the USSR supplied 80 per cent of the
country's imports, and took 95 per cent of its exports. In 1946, the Soviet
Union provided 82 pcr cent of the imports but took only 56 per cent of Bul-
garian cxports, Czechoslovakia taking 11 per cent. In the first four months
of 1947, thc importance of the USSR declined somewhat (imports 69 per cent and
exports 45 per cent) whilc that of Czechoslovakia rose (imports 12 per cent,
exports 22 per cent). No other single country was a significent trade partner.
Should this concentration persist, it is quoestionable whether Bulgaria will
be able to get the goods which it needs for reconstruction and expansion.

The recently concluded Bulgarian-Yugoslavian agrecment on economic
collatoration has been published only in general terms and it is impossible
at present to estimate the benefits which may accrue from it. The most
important feature is the relief afforded Bulgarie by the cancellation of
Yugoslavia's reparation claims of $25 million. It is not known, however,
what part of this obligation has been fulfilled.






